ATTACHMENT F (1)

Chapter 66 of the Acts of 1998

AN ACT AUTHORIZING THE ESTABLISHMENT OF A MUNICIPAL
INSURANCE FUND IN THE TOWN OF BROOKLINE.

Be it enacted by the Senate and House of Representatives in General Court assembled, and by
the authority of the same, asfollows.

SECTION 1. Notwithstanding the provisions of any generd or specid law to the contrary, the
town of Brooklineis hereby authorized to gppropriate an amount not exceeding in any one year
.05 per cent of its equalized valuation, as defined in section 1 of chapter 44 of the Generd
Laws, to establish and maintain a specid fund to be known as the Town of Brookline Liability
Insurance Fund from which insurance premiums, property damage losses, including losses
involving town owned property, and persond injury or other claims, settlements and judgments
may be paid. The treasurer of said town shall be the custodian of said fund and may deposit the
proceeds in national banks or invest the proceeds by deposit in savings banks, cooperative
banks or trust companies organized under the laws of the commonwedlth, or, invest the samein
such securities as are legd for the investment of funds of savings banks under the laws of the
commonwedth. Any interest or other income shall be added to and become a part of the fund.

SECTION 2. The Town of Brookline Liability Insurance Fund may be appropriated at any
town mesting by a mgority vote, or, if gppropriated to fund a settlement not approved by the
board of selectmen and town counsdl, by atwo-thirds vote at any town mesting.

SECTION 3. Thisact shal take effect upon its passage.

Approved April 3, 1998.



ATTACHMENT F (2)

Chapter 137 of the Acts of 2001

AN ACT RELATIVE TO THE LIABILITY INSURANCE FUND IN THE TOWN OF
BROOKLINE.

Be it enacted by the Senate and House of Representatives in Generad Court assembled, and by
the authority of the same, asfollows:

SECTION 1. Chapter 66 of the acts of 1998 is hereby amended by striking out section 2 and
insarting in place thereof the following section:-

Section 2. No direct drafts against the Town of Brookline Ligbility Insurance Fund shall be
made, but insurance premiums, property damage losses, persond injury or other claims,
litigation costs, judgments and settlements, recommended for payment by town counsel and
approved by amgority of the board of selectmen, may be paid from the fund by vote of the
advisory committee and a concurring vote of the board of selectmen. Losses, claims, costs,
judgments and settlements, if not recommended by town counsel, may be appropriated by a 2/3
vote a any town meeting. The fund may be discontinued by a 2/3 vote of an annua or specid
town meeting. If discontinued, any balance remaining in the fund shdl be trandferred to the
town's unreserved fund balance.

SECTION 2. This act shall take effect upon its passage.

Approved November 17, 2001.



ATTACHMENT H

MEMORANDUM

To:
From:
Date;
RE:

Richard Kdliher, Town Administrator

Stephen Cirillo, Finance Director, Treasurer Collector

September 17, 2003

Statutory Requirements & Proceduresfor Funding Annual Appropriationsto
the Retirement Fund

Per your request, | have assembled the statutory requirements and procedures for
funding the annua gppropriation to the Retirement Fund.

The process begins with a biannua review of the financid obligation of the Town to
provide sufficient funding, both for annua and future codts, to reach afully funded
schedule. M.G.L. 32, Sec. 21 ( 3) requires an Actuary to review al dataand to
provide to the local Retirement Board, a recommendation for reaching the full funding
god, within the required timeline. Thelocd Retirement Board reviews the Actuary
recommendation, options for funding levels and adjustments to the payment schedule,
and gpproves a Funding Plan. This plan is then submitted to the Public Employee
Retirement Adminigtration Commission (PERAC) for review and approval.

M.G.L. 32, Sec. 22 (7) (¢) requiresthat on or before January 1 of each biannua
year, the loca Retirement Board certify to the Board of Sdlectmen and Treasurer the
amounts necessary to be paid annualy to the Retirement fund. M.G.L. 32, Sec. 22 (7)
(c) (3& 4) further provide that, in the event that the government failsto include the
annual appropriation as gpproved by the local Retirement Board and approved by
PERAC, the locd Board of Assessors shdl, nevertheless, include such amountsin the

tax levy.

In 21985 Superior Court decision, Everett Retirement Board vs. Board of Assessors
of Everett, in which the local government decreased the annud certified amount
edtablished by the loca Retirement Board, the court held that the retirement provisions
inM.G.L. 32, Sec. 1-28, are paramount and that the community could not deny what
the Board had requisitioned.

Fndly, in the event that the local Retirement Board accepted a strategy that would
extend the full funding schedule from the calendar year 2023 to the maximum of
cdendar year 2028, the fiscd impact would be an annua savings of $696,000. This
decision would add to the total amount now required to reach full funding $32,746,000.



ATTACHMENT |

Chapter 472 of the Acts of 1998

AN ACT AUTHORIZING THE TOWN OF BROOKLINE TO ESTABLISH A
RETIREE HEALTHCARE LIABILITY TRUST FUND.

Be it enacted by the Senate and House of Representativesin Generd Court assembled, and by
the authority of the same, asfollows:

SECTION 1. The town meseting of the town of Brookline may appropriate fundsin order to
offset the anticipated cost of hedthcare for retired employees, and the digible surviving spouse
or dependents of deceased employees. Such funds shall be credited to a specia fund to be
known as the Retiree Hedlthcare Liability Trust Fund. Any interest or other income shdl be
added to and become part of such fund. Any fundsin said Retiree Hedlthcare Liability Trust
Fund shall be trugt funds within the meaning of section 54 of chapter 44 of the Genera Laws.
Amounts may be expended from such fund only in accordance with an actuarid schedule of
payments devel oped by a nationdly recognized independent actuarid consulting firm and
designed to reduce to zero any unfunded ligbility attributable to the payment of hedthcare costs.
Such schedule shdl be designed to maintain such costs as afixed ratio of the current and
predicted future payroll of the town or such other acceptable actuaria method that is approved
by the actuary. Funds may be utilized for the purposes of thistrust fund by gppropriation a any
town meeting of the town.

SECTION 2. This act shall take effect uponits passage.

Approved January 14, 1999.



ATTACHMENT J

When Employers Fund Retiree Health Care

Kathleen Jenks Harm

One of the most challenging issues facing local government managers now and
for the coming decade is retiree health care. A daunting challenge will exist
whether the employer pays for benefits in whole, in part, or not at al.

The purpose of this article is to provide a framework for examining the retiree health care program
to be offered by a governmental entity, compared with what is offered in other jurisdictions, and to
point to the anticipated problems in covering the projected costs to the employer and to the
employee/retiree.

Today’s Costs for Retiree Health Care Premiums

The cost of retiree health care benefits has been increasing dramatically, and no consensus exists
as to when double-digit inflation in health care costs and health insurance premiums may end.
Particularly problematic is the rise in prescription drug costs and in employee health insurance
programs that include such costs. Here are the current costs for two age groups:

Prior to age 65. Retirees who have employer-provided health care coverage before age 65 are
either covered together with active employees or as a separate pool of retirees. Because of the
cost of coverage for older workers who are covered separately, most localities providing coverage
to retirees include them within their pool of active employees. While this pooling definitely lowers
the cost for retiree health premiums, the premium for active employees is higher as a result.

Most employers have not focused on this implicit subsidy of retiree coverage to date but are more
likely to do so in the future, as the Governmental Accounting Standards Board (GASB) statement
on “Other Post-Employment Benefits” becomes effective. Employers now covering retirees under
age 65 will have ready access to the rates for those employees who retire before Medicare
eligibility. Rates will vary depending on coverage, deductibles, region of the country, plan
experience, and other factors. The employer, depending on its usual practice, may pay fully by the
retiree, in part, or in full.

Retirees who do not have employer-provided coverage and who purchase coverage individually
will pay substantial premiums, as much as $1,000 per month or more, for coverage that includes
preexisting conditions. This level of required expenditure by the individual is frequently the primary
reason why an employee does not retire at the time he or she desires.

An individual retiring at age 55 with a generous pension benefit of $60,000 per year will likely be
paying as much as 20 percent of that amount (after taxes) for health coverage if none is provided
through the employer. Individual coverage generally costs substantially more than group
coverage, particularly when preexisting conditions are considered.

At age 65 and older. Most employers providing retiree health benefits to those over age 65
integrate their coverage with Medicare and treat Medicare as the primary payer for these benefits.

Most public sector employees will automatically be eligible for Medicare Part A (hospital insurance)
at age 65. The exception is those employees hired prior to April 1, 1986, in jurisdictions not
covered by FICA who are not eligible for Part A through a spouse. Medicare Part A coverage may



be purchased for $316 per month (2003 costs) if the retiree has up to 30 quarters of credit. If the
retiree has 30 to 39 quarters of credit, the cost is reduced to $174 per month. If this amount is
paid by the individual without any subsidy for seven years, Medicare will then supply the coverage
without further premium payment.

Medicare Part B (medical insurance) may be Figure 1. Local Governments’ Provision of
purchased by enrolling and paying a premium of Retiree Health Care

$58.70 per month (2003 cost). The combination No coverage 40%

of Medicare Part A and Medicare Part B may 100% employer-paid 20%

cover about 50 percent of the cost of retiree 100% employee-paid 20%

health care.

Costs shared
between employer 20%
and employee

Individuals who do not have retiree health
coverage from a former employer may elect to
purchase Medigap insurance. Medigap insurance policies offer different coverage, and to make
comparison among policies possible, policies are designated as Medigap A (the least coverage)
through Medigap J (the highest level). Policies are available from insurance companies and other
organizations providing health care and range in cost from about $80 per month for Medigap A in
the least expensive area to over $200 for Medigap J in a more expensive location. The costs of
Medigap policies in a given locale are listed on the Medicare Web site at www.medicare.gov.

As a rule of thumb for planning purposes, for those with several years to go before retirement, the
cost of a Medigap policy plus out-of-pocket costs may range from $350 to $500 per month in
today’s dollars, with coverage that includes a spouse running to somewhat less than twice that
amount.

Who Pays for Health Care?

Nationally, about 60 percent of local government employers provide coverage for retiree health
care for those under age 65, with slightly fewer (57 percent) continuing coverage after age 65.
Figure 1 summarizes local government provision of retiree health care. Many local governments
have a length-of-service requirement that is tied to eligibility for benefits or to the percentage of
premiums paid.

Authority for Providing Retiree Health Care Benefits

The authority for benefits may be as formal as a state statute or local ordinance or as informal as
personnel policies or summary plan descriptions given to employees. Regardless of how they are
authorized, retiree health care benefits do not enjoy the same protection under the law as pension
plans. Benefits may be improved, decreased, or eliminated by revision of the establishing
authority. When benefits are eliminated, current retirees are frequently “grandfathered in” at the
existing benefit levels.

Types of Retiree Health Care Programs

Just as with public sector pension plans, retiree health care benefit programs come in two basic
types: 1) defined-benefit (by far the more frequent form) and 2) defined-contribution.

With defined-benefit plans, the employer provides a benefit at retirement, normally either as a
percentage of the employer’s health care premium cost or as a flat dollar amount on a monthly
basis.

Defined-contribution programs (also referred to as consumer-driven health care programs) provide
individual retirees with accounts out of which an employee may pay for eligible medical expenses,
which may include premium costs, deductibles, co-payments, prescription drugs, and so on.
Employers may provide one or both of these types of plans to retirees.



Of increasing interest both to employers and to employees are hybrid plans that are basically
designed as defined-benefit or defined-contribution but that include features of the other kind of
plan. For example, a “target benefit” plan can be established, with individual accounts determining
the assets available for retiree health care spending and actuarial determinations of annual
contributions designed to provide a given account balance at retirement. Thus, the plan is a
defined-contribution plan with a funding formula that aims for but does not guarantee a given
benefit level.

“Pay-as-You-Go” Employer Funding

The vast majority of government employers pay for retiree health care as a budgeted expenditure
within the current year’s costs. This pay-as-you-go approach does not reflect the overall employer
liability for promised defined benefits, as proposed by a new GASB accounting standard. This new
standard will force employers to compute this liability and to report on funding progress toward
reaching full funding for accruing costs. Relatively few employers have calculated these future
costs, and fewer still have segregated funds dedicated to this obligation.

The Problem from an Employer’s Perspective (or, What Is GASB Doing Now?)

Currently, the rising cost of health insurance premiums is seen as a critical issue for employers.
Double-digit premium increases are the norm in times when budgets are strained and enhanced
revenue sources are dwindling. But this problem represents only the tip of the iceberg for public
employers.

GASB has determined that post-employment benefits other than pensions—or “other post-
employment benefits” (OPEB)—are an accruing cost, similar to pensions, that should be reflected in
the governmental unit’s financial statements. A similar reporting requirement was added for private
sector financial statements by the Financial Accounting Standards Board (FASB Statement 106,
issued in 1990).

Early retirement incentives offered by employers seeking to trim their
workforces may be enhanced if they can provide some level of

continuing coverage.

The reporting requirement is in part responsible for the significant drop in the availability of
employer-provided retiree health care in the private sector: from 66 percent of large firms (with
more than 200 workers) in 1988, to 34 percent in 2002. Among small private firms (three to 199
workers), only 5 percent provided coverage for retirees in 2002.

The exposure draft for OPEB was issued by GASB in February 2003 and is slated to become
effective for large governmental units (greater than $100 million in revenue) with financial
statements for years beginning after June 15, 2006. Medium-sized employers (between $10 million
and $100 million in revenue) will be required to report for the years beginning after June 15, 2007,
and the following year the requirement will include the smallest employers. Employers will no
longer be able to fund only the current year’s cost for retiree coverage without causing a negative
effect on the financial statements of the reporting entity.

Assets accumulated for funding future retiree health costs in both defined-benefit and defined-
contribution plans will only be counted as OPEB assets if they are kept in a segregated trust fund
available only for that purpose.

For defined-contribution plans, the reporting will be relatively straightforward; the employer will
fund the annual required contribution, which is the annual OPEB cost. Additional information also
will be required, including a description of the retiree health savings program.



Employers with defined-benefit retiree health plans covering more
than 200 employees will be required to perform actuarial studies to
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2. The cost for amortization of accrued liabilities.

For employers who are covering both active employees and retirees in the same insurance
program, the true cost of the retiree premium is in part borne by the active employees and by the
employer, even if the retiree pays 100 percent of his or her cost. This “implied subsidy” is
considered part of the annual OPEB cost by GASB, and the final OPEB statement, due out late this
year, will likely require the employer to recognize the implicit subsidy cost in its financial
statements. Most employers have not yet calculated the actual value of this subsidy.

Few employers have calculated their OPEB costs, and the annual required contribution might be
catastrophic for already-strained budgets. An employer with a payroll of $60 million, for example,
pays 75 percent of the cost of retiree health care. The current year’s budget cost for retiree
premiums is an “affordable” $1.1 million. The first year’s required contribution (to fund the current
year’s accruing benefits and amortizing prior years’ costs over 30 years) is estimated at $11
million, almost 20 percent of current payroll costs.

Employers who do not provide any retiree health coverage may experience none of the financial
difficulties outlined above, but frequently their employees will become job-locked and unable to
retire because of the immediate necessity of covering the expenses of their retirement health care.
Early retirement incentives offered by employers seeking to trim their workforces may be
enhanced if they can provide some level of continuing coverage.

The Problem from the Employee Perspective

Those most fortunate retirees who have the most generous benefits often are still required to meet
co-payments, deductibles, and possibly prescription drug costs, one of the most rapidly increasing
components of medical care. Whether retirees share the cost of coverage with their employers or
pay 100 percent of the cost, they will be hit by their portion of the rapidly increasing insurance
premium, in addition to out-of-pocket costs. Finally, those early retirees who have no coverage
through the employer will be at the mercy of the insurance industry until Medicare coverage starts
at the age of 65.



To illustrate the problem, the following assumptions were used, together with the calculator
available at www.choosetosave.org (see “Resources” list), to estimate the lump sum needed at
retirement to cover retiree health costs.

Assumptions:

Year of birth 1950
Retirement age 62
Annual cost of health $8.000
insurance today ’
Today’s cost of Mediga

cove?lage at 65 oo SEE0Y
Rate of return on 7%
investments

Life expectancy 87

The following total amounts were calculated to be required at age 62 in order to pay medical
insurance premiums until age 65 and to cover Medigap (Medicare supplemental) insurance
premiums from age 65:

With 4% inflation in premiums $256,300

With 6% inflation $366,800
With 8% inflation $535,800
With 10% inflation $796,700

Many public sector employees plan to use pension income or to withdraw assets from their
deferred-compensation plans to pay for this expense in retirement. They should note, however,
that the amount of assets calculated as necessary is somewhat misleading if the source of funds is
taxable on payment to the individual. If the retiree is in a combined 33 percent tax bracket for
federal and state income tax, the lump-sum amounts required would be 50 percent higher than
those shown above.

Prefunding of Benefits

For both employers and employees, prefunding of retiree health benefits will become critical in the
future. Employers will be forced by the GASB OPEB standard to prefund a dedicated trust if they
provide any retiree health benefits and perhaps any implied subsidies. For their part, employees
planning for retirement will need to consider seriously the level of assets required to cover their
health care costs in retirement.

Among other vehicles, trusts for both employer and employee prefunding are now available
through ICMA Retirement Corporation’s VantageCare Retirement Health Savings (RHS) program.
ICMA-RC’s pioneering approach offers a defined-contribution (individual account) program that is
flexible and customized to the employers’ and employees’ needs. Participation may be elective by
individuals, and a number of different funding methods are possible.

Contributions are made on a pre-tax basis, earnings are tax-deferred, and reimbursements for
eligible medical expenses are tax-free. The ICMA-RC VantageCare RHS program also gives
employers the opportunity to segregate prefunding of the employer’s retiree health care liabilities
in a trust that is invested in funds appropriate to the long-range nature of this obligation.

The Future of Retiree Health Care in the Public Sector



Costs will continue to go up at rates greater than general inflation rates for the foreseeable future.
Medicare is unlikely to provide more of the solution; finding long-term fixes to the system may
further tax the ability of employer and retiree alike to afford existing benefit structures.

Employee pressures will grow to establish, maintain, and improve benefits at the same time that
OPEB disclosure and economic realities will dictate their reduction. Employees, particularly those
who collectively bargain, are becoming more educated on the future cost of retiree health and are
requesting retiree coverage where none now exists. The National Conference on Public Employee
Retirement Systems (NCPERS) has made the establishment of these benefits a priority.

No consensus exists as to when double-digit inflation in health care costs

and health insurance premiums may end.

Recently, five Ohio public-employee pension funds have taken action to boost the costs paid by
retirees for previously low-cost or free retiree health benefits. For some retirees, these increases
will consume most of their pension checks. One of the five union groups involved has already filed
suit to block the price increase. The growing tension in the public sector over retiree health benefits
will become more evident, and there will be substantial political risk for policymakers, as making
decisions in this area will likely alienate either taxpayers or current and former employees, or
both.

Katherine Jenks Harm is director, relationship development, ICMA Retirement Corporation,
Washington, D.C. (KHarm@icmarc.org).

Information contained in this article was compiled from various sources and is presumed to be
correct. The ICMA Retirement Corporation will assume no liability for any inaccuracies or individual
reliance on this material. This information is intended for educational purposes only and is not to be
construed as investment advice. Consult the current Vantagepoint Funds prospectus carefully prior

to investing any money.

A transaction fee of 2 percent may be applied to the value of amounts transferred from the Income
Preservation Fund. See the prospectus for additional information. Vantagepoint securities are
distributed by ICMA -RC Services, LLC, a broker-dealer affiliate of the ICMA Retirement Corporation,
which is a member of NASD/SIPC. Contact ICMA -RC Services, LLC, 777 North Capitol Street N.E.,
Washington, D.C. 20002-4240; 1-800/669-7400. AC: 0903-41.
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